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HE high state of industrial activity a 


which characterized the first quarter 

of the year reached its crest about 

the middle of March and has been de- 

clining since, but in recent weeks the 
downward movement apparently has been 
checked, the curtailment of production and of 
wholesale buying having outrun the falling off 
in retail distribution. The latter is what usually 
happens in a period when prices are weaken- 
ing. Neither producers nor dealers wish to 
accumulate stocks when the outlook appears 
to be for slackening demand and falling prices. 
The first impulse is to work off stocks. This 
is a general rule but its observance has been 
more marked since the great slump of 1920-21 
and the heavy losses upon inventories then 
experienced. Whenever a slackening tendency 
is generally noted an alarm is sounded and 
the process of reducing stocks follows as a 
matter of course. It is one of the results of 
the disturbed conditions prevailing for now 
ten years that the business world is more sen- 
sitive to indicated changes than formerly. It 
takes to cover more hurriedly. 

Several important industries have been 
affected this spring by unusual difficulties. 
The bituminous coal industry was threatened 
with a strike last winter, which caused the con- 
suming industries to lay in the largest stocks 
of coal ever accumulated, and since the danger 
of a strike has passed these stocks have been 
drawn upon, with the result that the coal in- 
dustry has been running at little more than 
one-half capacity, with labor unemployed, 
prices cut to pieces and a general state of 
demoralization prevailing. The industry is in 
one of the worst of the depressions to which 
its irregular operations make it subject. 

The textile industry is another important 
industry, employing many workers, which 
is depressed for special reasons, in some 
branches at least. The cotton goods in- 
dustry is involved in extraordinary condi- 
tions owing to the low. supplies of raw 
cotton, the resulting high price and the un- 
certainty which exists about the next crop. 
The dealers in cotton goods have begn un- 
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willing to buy except to meet the daily re- 
quirements of trade, the makers of cotton 
cloth have either shut down their mills or are 
operating at a loss and mill-workers are mak- 
ing only part-time wages or none at all. 
When the size of the forthcoming cotton crop 
is known it is probable that a readjustment of 
prices between raw cotton and cotton cloth 
will be effected on some basis upon which mer- 
chants will venture to buy and mills can profit- 
ably operate. 

Of course this state of uncertainty as to 
cotton cloth affects all the industries making 
ready-to-wear cotton goods. The buying- 
power of,everybody dependent upon these in- 
duStries is down, and this’ affectgy, all agthes 
industries, 

The situation in the woolen goods indus-_ 
tries is not due to abnormal conditions in the 
same sense as in the case of cotton goods, 
but the prices of woolen and worsted goods 
are high from various causes, and the demand 
is light, doubtless because the goods when 
made up into clothing cost so much. The 
same is true as to silk goods. Rugs, carpet- 
ings, etc., are selling slowly, with the result 
that shut-downs and part-time employment are 
reported, which reduce earnings of employes 
and react upon trade. 

In California a serious drought has prevailed 
throughout what should be the rainy season, 
which has occasioned much apprehension as 
to this year’s crops and affected trade un- 
favorably. In February the foot and mouth 
disease broke out among cattle and spread to 
nearly all parts of the state, causing heavy 
losses both from condemnation of live stock 
and from interference with normal travel and 
business. The disease is now under control, 
but the public expenditures in extirpating it 
will amount to over $3,000,000. Although the 
fruit crop will be reduced by the drought, it is 
now thought that the shortage in quantity will 
be made good to producers by higher prices. 

In addition to these conditions affecting par- 
ticular industries and localities the Spring sea- 
son has been generally unfavorable to trade, 
being cold with many rainy days and in many 
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rural localities bad roads. It has been the 
same kind of a Spring which broke the high- 
priced markets for goods in 1920. Unless the 
consuming public buys promptly in the Spring 
it is prone to wait for Summer or Fall goods. 

And, finally, there has been more discontent 
and resistance in recent months from the farm- 
ing population on account of the high prices 
of what they buy than at any time since the 
heavy decline in farm products occurred. They 
are in the fourth year of an unbalanced rela- 
tionship, which means low prices for what 
they have to sell and high prices for what 
they must buy, and with no relief in sight 
they have felt compelled to resort to the clos- 
est economy. The great body of farmers will 
come through the depression, but trade is not 
going to be good with them while they are 
in it. 

The state of the farmers cannot be left 
out of the account in drawing up a prospectus 
for good times. The great building boom of 
the last two years has been an important fac- 
tor in general industrial prosperity, but with 
the edge off of that and with European com- 
petition growing stronger in manufacturing 
lines, the importance of the farm market is 
likely to be more generally appreciated. 

The political situation is often named as 
in part at least responsible for the pessimis- 
tic sentiment in business circles and it is no 
doubt true that the ideas and purposes that 
have seemed to be uppermost among the na- 
tion’s law-makers in recent months have not 
been calculated to inspire confidence or en- 
courage business enterprise. Their activities 
for the most part are of a negative and restric- 
tive, rather than constructive, character, and 
in business circles there is growing apprehen- 
sion of the mischief-doing propensities of the 
radical blocs in politics. It is natural that busi- 
ness should slow down in a presidential year 
until there is some indication of how strong 
such groups are likely to be in the control of 
political parties and the policies of the coun- 
try. 

The State of Trade 

Nevertheless, while these and other influ- 
ences affect the volume of trade temporarily, 
the wants of 110,000,000 people clamor for sat- 
isfaction daily and most of these wants are 
not immediately affected by apprehensions 
about the future of business. There is reason 
to believe that consumption has been affected 
less than the purchases of middlemen or the 
operations of producers, and that the replen- 
ishment of stocks will be necessary before 
long and call for increased production. It is 


true that increasing unemployment means di- 
minishing purchasing power in the hands of 
the public, and that this partially accounts for 
the falling off of trade, but there has been no 
such slowing down of industry as occurred in 





1921, nor is it likely to occur. There is no 
such situation as to credit, prices, stocks on 
hand or unemployment as in 1921. 

The backbone of the industrial activity of 
the past year has been construction work, and 
while there are signs that the pressure is 
lessening in this field the volume of permits 
issued and contracts entered upon remains 
large. The American Construction Council, 
with headquarters in New York, thought it 
advisable in April to issue a warning similar 
to that issued a year ago, to the effect that 
there was danger of congestion in building op- 
erations, with demands for labor and materials 
which could not be supplied and which might 
lead to competitive bidding. Wage advances 
in the building trades are reported from Chi- 
cago. The Engineering News-Record of May 
22 reports that of 24 basic building materials 
on which prices are regularly quoted, 9 are 
priced at the same figures as a year ago, 8 
show declines and 7 show advances. As a 
large part of the construction work to be done 
in the coming Summer is now under contract 
it does not seem probable that any great fall- 
ing off will occur. 

The freight movement on the railroads has 
been running below the heavy movement of 
the Spring months of last year, but far above 
that of other years. The number of cars 
loaded in recent weeks and the corresponding 
weeks of the last three years are given below: 


Week ending 1924 1923 1922 1921 
MAY 17 ..ccccccccccsccsee 913,407 992,319 780,953 768.330 
May 10...ccecrcceereeeeee 909,187 974,741 767,094 750,158 
May  8.....ccccccccerees 914,040 961,617 747,200 718,025 
APP. 26 .nccocccorscecere 878,892 962,578 751,111 721,997 


The coal situation has been the largest factor 
in the decline of loadings, the number of cars 
of coal loaded in the last week reported being 
45,969 cars under the corresponding week last year 

The general tendency of prices has been 
downward, but the movement is not very pro- 
nounced, considering the prevailing uncer- 
tainty and the decided disinclination to buy 
except for immediate needs. The Bureau of 
Labor index for the prices of 404 commodities 
in April was 148, against 150 for March last 
and 159 for April, 1923. This signifies a gen- 
eral average decline of about 7 per cent in the 
last year. The index figures for the several 
groups of commodities at different times are 
given below, the figures representing percen- 
tages of 1913 average wholesale prices: 

May Jan. Apr. Feb. Mar. Apr. 

Group 1920 1922 1928 1924 1924 1924 
Farm products .. 122 141 143 137 139 
FO0d, €tC. ssoesssesee 248 181 144 148 141 137 
Cloths & clothing 328 176 205 196 191 189 
Fuel & lighting.. 


Met. & met. prod........... 202 112 154 143 144 139 
Building materials........ 293 157 204 182 182 182 










Chem. & rugs oe. 213 124 #136 131 130 128 
House furn. goods........ 247 #178 187 #176 #175 175 
Miscellaneous  ..........ces000 , 208 117 126 1138 118 113 


All commodities ....... 247 138 159 152 150 148 

















It will be observed that Farm P¥oducts and 
Metals and Metal Products are in the same 
position in relation to 1913 prices. Pig iron is 
down about $10 per ton, or approximately one- 
third, from prices of a year ago; copper under 
13 cents is below pre-war prices; zinc at 5.80 
East St. Louis is a cent under a year ago and 
said by producers to be below production costs ; 
lead at 7 cents New York is a cent below the 
figure of a few months ago. Silver, contrary 
to the tendency in other metals, has advanced 
recently as the result of larger exports to 
Asia. The latest New York quotation is 67 
cents per ounce. 


Agricultural Outlook 

The season is backward for getting in the 
crops, but this is not a serious matter in the 
grain sections. The entire Pacific coast has 
suffered from drought, and apparently the 
wheat crop of the three northwestern states 
will not be as good as last year. The acreage 
in Spring wheat is reduced—probably 10 per 
cent. The acreage in Winter wheat is also 
reduced, and abandonment is large east of the 
Mississippi river, but the outlook is still good 
for a large crop in the plains states, so that 
there may be only a small reduction in the 
total production of the country. The gen- 
eral outlook for wheat is better. Europe 
has been absorbing stocks rapidly in recent 
weeks, and it is now thought that the world’s 
carry-over will not be burdensome, while the 
prospects are for a considerably smaller world 
crop this year. If the reparations question 
should be settled and confidence be inspired in 
stable conditions the prices of all farm prod- 
ucts no doubt would be better. 

The cattle markets are looking better, al- 
though down a little from the best prices of 
the Spring. Beef cattle have been bringing 
better prices than in 1923, and there is a better 
feeling about all cattle. The markets have not 
been on a normal basis since 1920, being de- 
pressed by forced liquidation. As this feature 
disappears and the marketing movement be- 
comes normal, prices are certain to improve. 
A well informed correspondent at Denver 
writes that in his opinion cattle have improved 
by $15 per head since last November. 

Hog receipts have continued to be heavier 
than last year at central markets, and exports 
have not been so large as last year, with the 
result that prices drag. The Department of 
Agriculture estimates that there will be a con- 
siderable reduction in the pig crop this year, 
which will help this situation. Every develop- 
ment which indicates increasing demand or 
smaller supplies is immediately reflected in the 
prices of all farm products. 

The Stockyards National Bank of South 
Omaha gives the following statement of top 
prices for live stock at that market in the 
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months of April, 1913, 1919 (high year) and 
1924. They tell the story of the great rise and 
fall: 


1924 1919 1913 
Corn Fed Beef Steers.... $12.00 $18.60 $8.75 
Feeding Steers. ..........0.. 9.50 16.50 8.35 
Cows and Heifersg............ 9.10 15.25 8.20 
FRM, adicixesbsctecseaveresasssiscecageess 7.50 20.85 9.05 

(Av’ge weight ofhogs) 248-Ib 235-Ib 241-ID 

Fat Lamb oc. ccccsscssceeeee 16.65 20.60 9.10 
Fat BWeS  occcccssscssssscsssceseee 11.25 15.25 7.00 
Wethers and Yearlings.. _........ 14.75 7.50 


Above prices based on full loads. 


Wet and cold weather has occasioned some 
pessimism as to the cotton crop, and the coun- 
try needs a good crop of cotton more than a 
large yield of any other farm product. The 
farmers have planted a large acreage, but the 
crop has a poor start, and the boll weevil is 
waiting for it a little further on. Estimates on 
the yield at this time average between 11,- 
000,000 and 12,000,000 bales. 

The summary of agricultural conditions is- 
sued by the Department of Agriculture May 
Ist says that with decent weather agriculture 
would go into this season with its production 
program in the best all-round balance since 
1920. It adds that “the loss of farm workers 
since the war began has been offset by about 
an 18 per cent increase in the ratio of crop 
production to workers.” 


The Wage Question 





The answer to the question how far indus- 
trial reaction is likely to go, depends mainly 
upon whether or not the general wage situa- 
tion requires readjustment in order to afford 
the basis of permanent prosperity. How im- 
portant is it that there shall be balanced rela- 
tions between the industries? The relations 
between the farmers on one hand, comprising 
the largest single industrial group, and the 
wage-earning workers in the cities on the 
other hand, has been very much changed from 
what it was before the war. The foregoing 
price table shows a marked difference between 
the index figures for farm products and those 
for clothing, house furnishings, fuel, building 
materials and most of the things the farmer 
must buy. The farmers feel the injustice of 
this so keenly that they have been seeking 
legislation to artificially raise the prices of 
farm products to the level of pre-war relations 
with other commodities. 

Aside from the question of fair and just rela- 
tions there is the economic question involved. 
Is it possible to maintain an inequality of com- 
pensation which judged by pre-war standards 
is artificial, and have even the beneficiaries of 
that situation enjoy permanent prosperity? In 
other words, does not the economic law require 
a fair exchange of goods and services through- 
out industrial society as the price of prosperity 
even for the strongest groups? 
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The labor leaders have been very determined 
in their opposition to any reductions from 
the high wages of boom times, and have 
boasted of their success in defeating attempts 
to secure them. Where such reductions have 
been accomplished they have not rested from 
their efforts to recover what they have lost, al- 
though in fact few of the wage reductions 
since the war have signified any loss of pur- 
chasing power over commodities. 

The wage-earners have urged with much 
vigor that every reduction of wages dimin- 
ished their buying and consuming ability, and 
hence had a depressing effect upon industry 
and trade. There is a degree of truth in this 
theory, but there are limitations upon its ap- 
plication; otherwise there would be no limit 
to the prosperity that might be attained sim- 
ply by advancing wages, which is more than 
any sensible person would claim. 


Exchange Value the Important Thing 

All students of the subject are agreed that 
it is not money-wages that count, but what 
the wage-earner finally gets for his money- 
wages. He would not be benefited by an in- 
crease in his nominal pay if he found that his 
pay would buy no more afterward than before, 
and this would be the case if every producer’s 
pay went up in the same degree at the same 
time and all products and services went up 
together. But when all do not go up together, 
some gain at the expense of the others. The 
aggregate of purchasing power is not in- 
creased, for what is gained by some is lost by 
the others. This is the weak spot in the argu- 
ment for high wages as a means of increasing 
purchasing power. 

It is a valid argument when used against a 
reduction of wages below the normal balance 
between wages and products, but not a valid 
argument when used in behalf of a wage scale 
above the normal parity with other values. 
Changes which have the effect of creating un- 
balanced relations between different branches 
of industry reduce purchasing power, disturb 
the regular exchanges, interfere with the dis- 
tribution and consumption of products and 
make bad times. 

Just now a strike is threatened in the 
women’s wear industry in New York City. 
Wages in this industry were enormously in- 
creased during the war period, and have un- 
dergone little or no reduction. The demands 
now are for a forty-hour week, which means 
8 hours per day for five days and no work on 
Saturdays, with other conditions which evi- 
dently would increase the costs of production. 
These goods are a class largely bought by the 
farming population, who in turn are supply- 
ing food to the garment workers in most cases 
at but little above the pre-war prices, and in 
some cases below them, The price relation 


between cloths and clothing and farm prod- 
ucts is shown in the Bureau of Labor tables 
above, and the difference between the farmers’ 
hours of labor and a forty-hour week is 
still greater. 


The Cotton Goods Situation 


The cotton goods industry supplies most of 
the raw material for the garment industry, 
and also serves to illustrate present condi- 
tions. Wages nominally are very high, much 
more than double the pre-war level, but rents 
and services are high, because wages are so 
high in the building trades and building ma- 
terial industries, etc., etc. But cotton goods 
are high also because of short crops, and as 
they are not selling freely, the mills have 
been running on short time. 


The farming population normally are large 
consumers of cotton goods, but the prices they 
are receiving for their own products are so 
low that they are forced to abstain from pur- 
chases and wear their old clothes for the pres- 
ent. This in part is one of the conditions af- 
fecting the demand for cotton goods, and 
compelling the mills to run light. The mill 
managers see the importance of reducing the 
price of goods but they cannot go farther in 
this line unless they can reduce costs. There 
has been some talk about it, and some wage re- 
ductions have been made recently. The mill- 
workers of Charlotte, North Carolina, one of 
the principal milling centers of the South, held 
a meeting recently, and adopted a statement 
to the public which was given to the Char- 
lotte newspapers. It is important where seri- 
ous disagreements exist between large bodies 
of people that each side should be fully in- 
formed upon the views of the other, hence we 
give their statement in full: 


This is to serve notice that the textile workers of 
the Carolinas may be forced to take drastic action 
during the next few months. This information is 
given the public because of the public’s recognized 
rights that should be well considered in all contro- 
versies that affect in the slightest degree the even 
tenor of business and conditions. 

For many months the textile mills have been cur- 
tailing, running only a very small part of the time. 
This long slack period has resulted in depleting all 
the savings of the textile workers. and, in addition, 
has caused nearly all the workers to go in debt, 
some to an alarming degree. 

Now it happens, as it has happened in the past 
under similar conditions, that many mills have an- 
nounced their intention of reducing wages of the tex- 
tile workers when full time operations are resumed. 
This reduction in wages is not only wrong, but is an 
outrage. We do not intend tamely to submit to it. 
If necessary, we are going to u‘e our only weapon, 
the strike, against any reduction ‘n wages. 

If after we have been idle so long, through no 
fault of ours, and have gone into debt to the de- 
grees that have been reported here today, then to 
accept reduced pay would mean that we would be 
forced to abandon all hope of ever paying our debts, 
as any reduction from the already small wages paid 
us would make it impossible for us to live and pay 
any debts made while idle. Wages in other trades 
res = the upward trend, so why should ours be re- 
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Now in the event we are forced to call a strike 
in some section, or in many sections, we do not be- 
lieve the public will look upon us as radicals and bol- 
sheviki, but as citizens of the community resisting 
an injustice that, if allowed to be perpetrated, would 
hurt not only the workers but all the business men 
our workers deal with and owe. 

To the merchants we make the following appeal: 

Study well the people who support your business. 
Is it the manufacturer? Not much. We workers are 
the ones who make your business go, and if we are 
forced to use our only weapon—the withdrawal of 
our labor from the industry—to resist this threatened 
cut in pay the merchants should stand by us in our 
efforts to be able to keep the faith with those to 
whom we owe money. 

This also applies to the professional men with 
whom we deal. 

It should also appeal to the newspapers, whose cir- 
culation lists bear our names. 

And, finally, it should apeal to all men and women 
who love justice and right, and honesty, and who be- 
lieve in the teachings of the Bible. 

It is our sincere wish that all trouble may be 
averted, yet it is likely that trouble will be experi- 
enced, and we wanted to state our case plainly and 
frankly, which we have now done. 

Unquestionably this is a sincere and earnest 
protest from people who feel that they are 
making a stand for their rights. 

The New Bedford Textile Council, claiming 
to represent 41,000 textile workers in New 
Bedford, Mass., has addressed a petition to 
President Coolidge setting forth the state of 
unemployment in the cotton goods industry 
and asking if he cannot take some action under 
the flexible provisions of the last tariff act 
to stop the importations of foreign made cot- 
ton goods. The petition says, in part: 

Your petitioners respectfully submit that this state 
of affairs, being due chiefly to abnormal world con- 
ditions, they are unable by their own efforts to 
cope with the situation. They are convinced that the 
industry is seriously menaced and that prompt action 
is necessary to prevent much hardship and suffering 
to the industrious and deserving cotton textile oper- 
atives. Delay may mean the permanent impairment 
of this great and valuable industry. 

Both of these groups of wage-earners urge 
that they are in no way responsible for the 
present situation and the employers disclaim 
any responsibility for it. The fact that for- 
eign manufacturers are able to buy American 
cotton, make it into goods and sell the latter 
in the United States in increasing quantities, 
despite shipping costs both ways and the exist- 
ing tariff, indicates that production costs 
abroad are considerably lower than those of 
American mills. The outstanding fact is that 
the latter are not able to sell goods enough to 
furnish steady employment, and that they are 
not making any money for themselves. The 
situz.ion i$ an unprofitable one all around, but 
coming at a time when the farmers are being 
told that they must adjust themselves to eco- 
nomic conditions, the appeal for a higher tariff 
on cotton goods does not seem opportune. It 
might be well if the mill-workers could meet 
the farmers of all sections who are their cus- 
tomers and who supply them with meat, flour, 
milk and other foodstuffs and compare com- 
pensation. 
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Middleman’s Charges 


If, as suggested, the mill-workers should 
meet the farmers for a conference, very likely 
they might be able to agree that their trou- 
bles were chiefly due to the middlemen inter- 
vening between them. It is usually agreeable 
to place the blame on someone not present, 
but if they would examine every item in the 
costs of making cotton goods and every item 
in the costs of exchanging cotton goods for 
the farm products of the West, they would 
find that the increases since the war in the 
main represent higher pay for labor. Wages 
are higher not alone in the mills, but in the 
production of coal, the manufacture of ma- 
chinery, the making of repairs and through- 
out the process of selling and handling goods. 
Transportation charges are an important fac- 
tor, over which there is much controversy, 
and the Illinois Central Railroad Company 
has recently given out over the signature of 
its President, Mr. C. H. Markham, the follow- 
ing figures, making representative compari- 
sons in operating costs and in transportation 
rates in 1913 and 1923, as follows: 

In 1923 the company paid— 

$2.44 for the same quantity of locomotive coal that 
it paid $1 for in 1913; 

$1.87 for the same quantity of materials and sup- 
plies other than coal that it paid $1 for in 1913; 

$3.28 in taxes for every $1 it paid in 1913; 

$1.96 for the same number of hours of labor that it 
paid $1 for in 1913. 

In transportation rates, the increase is not so large. 
The Illinois Central System in 1923 received only 
$1.54 for hauling a passenger the same distance that 
it received $1 for in 1913. It received only $1.38 for 
hauling a ton of freight the same distance that it re- 
ceived $1 for in 1913. The latter figures do not have 
reference to the charge for hauling any particular 
kind of freight, but they show that the average rev- 
enue which the Illinois Central System received in 
1923 for each ton of freight carried one mile was only 
38 per cent greater than it was in 1913. This in- 
crease in rates compares, as noted above in dollars 
and cents, with increases in costs of 144 per cent for 
locomotive coal, 87 per cent for materials and sup- 


plies other than coal, 228 per cent for taxes and 96 
per cent for labor. 


Approximately 85 per cent of all the rev- 
enues of the railroads in 1923 went for oper- 
ating expenses and taxes, and interest on their 
indebtedness took the greater part of the re- 
mainder. The net total of railroad dividends 
is only about 5 per cent. of gross operating 
receipts, and if all dividends were abandoned 
the resulting relief to the public could not ex- 
ceed this. 


The Howell-Barkley Bill 


Pertinent to this matter of transportation 
costs is the Howell-Barkley bill now pending 
in Congress, which is sponsored and pressed 
by the railroad labor organizations for the pur- 
pose of doing away with the existing Railroad 
Labor Board. The present Board, which was 
intended for conciliation and adjustment 
rather than a strictly judicial body, consists of 
9 members, of whom 3 are chosen to represent 
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the public, 3 to represent the railroad em- 
ployes and 3 to represent the employing com- 
panies. 


One general reduction of brotherhood wages 
was made by the Railroad Labor Board in the 
Fall of 1921, averaging about 12 per cent, which 
the men have been trying to get rescinded 
through negotiations direct with the com- 
panies, and have been partially success- 
ful. Reductions affecting other employes 
have been made, but on the whole it does not 
seem to the public that the Railroad Labor 
Board has been unfriendly or unjust to the 
employes. The latter, however, are dissatis- 
fied and have set about abolishing the Board. 
In its place the Howell-Barkley bill proposes 
to set up four boards for “conference, adjust- 
ment, mediation and conciliation,” of 14 mem- 
bers each, with salaries of $7,000 per year, and 
another Board of “Mediation and Arbitration” 
consisting of five commissioners with salaries 
of $12,000 (and the boards have authority to 
employ and fix the compensation of such “at- 
torneys, assistants, special experts, clerks and 
other employes as it may from time to time 
find necessary.” These boards are to afford 
the means of mediation between companies 
and employes, and of arbitration, if agreed 
upon, but the principal purpose apparently is 
getting rid of the present Board and the pub- 
lic representation thereon. 


Neither system provides for anything but 
conciliation and voluntary arbitration, but the 
present Board possesses the one distinctive 
merit that a part of its membership is charged 
with the duty of considering the issues brought 
before the Board from the standpoint of the 
public. Railroad charges are subject to regu- 
lation by the Interstate Commerce Commis- 
sion, all members of which represent the 
public, and the charges are necessarily de- 
pendent upon the cost of operating the roads, 
the principal item in which is wages. 


The remarkable thing about this proposal, 
which unquestionably is intended to strengthen 
the position of the railway employes in all ne- 
gotiations, is that it has the active support in 
Congress of the “farm bloc,” as well as of all 
the strength that organized labor can muster. 
It is placed in the forefront of the “reform” 
measures now being pressed upon Congress. 


Surely the principle that the public is entitled 
to representation in the determination of rail- 
road wages, together with the employing com- 
panies and employes, is sound and should not 
be abandoned. Railroad charges are paid, and 
must be paid, ultimately by the public, and 
the direct wage-payments of the companies 
take approximately one-half of their gross re- 
ceipts. It hardly can be contended that it 


would be sound policy to have the railroad 


employes fix their own pay, or that the de- 
fence of the public against unduly high wage 
expenditures should rest entirely with the 
railroad companies. They are anxious for 
peace with their employes, and may be over- 
ready to grant demands which they can pass 
on the public. This is the more likely to be 
so with the strong companies, who are now 
obliged under the Esch-Cummins law to di- 
vide their net earnings above 6 per cent with 
the Government. 


It is a strange situation when Senators and 
representatives claiming particularly to repre- 
sent the farmers are all actively co-operating 
in the effort to eliminate the public represen- 
tation, although complaining of freight 
charges at the same time. Their action is in 
line with that of a recent convention of the 
Farmer-Labor party in Idaho, which passed 
resolutions calling for a reduction of freight 
rates, but specifying that it be brought about 
without any wage reductions. Such a declara- 
tion is evidence of friendly feelings toward 
the wage-earners but of mistaken ideas about 
railroad earnings and expenses. 


The Exchange of Services 


In the midst of all the complaints and de- 
mands arising from different groups, the 
fundamental fact is that they are all exchang- 
ing services and that their pay in the end de- 
pends upon how their services are valued to 
each other. The railroad employes as a class 
are highly deserving; certainly there is much 
to be said in support of the plea that the loco- 
motive engineer or fireman should have as 
much pay as a plasterer, but the question of 
relative pay goes farther than that. It is im- 
possible to consider the pay of railroad em- 
ployes as solely a question of good will 
toward them. It is necessary to consider the 
effect of railroad wages upon the people who 
ultimately pay them, and who are also de- 
serving of consideration. It would be desir- 
able to have the pay of all wage-earners 
raised, if it meant that they would receive 
more of the comforts of life, but a raise of that 
kind comes only by improvements in indus- 
try which reduce the cost of things, not by 
marking up wages for consumers to pay. The 
cheapening of production enables everybody 
to buy more and thereby stimulates and 
stabilizes employment, while increasing the 
cost of things reduces the ability of the masses 
to buy and makes industry unstable. The 
farmers are claiming that this marking up of 
costs in industry has been unfair to them and 
greatly impairs their buying power. Are they 
right and is business unstable and unprofit- 
able, and employment uncertain, for this 
reason? 
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Banking Conditions 


The money market is in a state of unusual 
ease, the result of continuing gold imports and 
of slackening trade and enterprise. In the first 
four months of this year the excess of imports 
over exports of gold was about $157,000,000, 
which indicates that the total for this year may 
exceed that of last year, when it was nearly 
$300,000,000. 

Notwithstanding the great influx of gold 
during the year, practically all of which went 
first into the reserve banks, the combined gold 
reserves of all the reserve banks have had a 
net increase during the past year of only 
$9,000,000, or from $3,108,762,000, as shown by 
the consolidated statement of May 29, 1923, to 
$3,117,813,000, as shown by the statement of 
May 28, 1924. This was due to the policy of 
the reserve banks in paying gold certificates 
nto circulation. The total amount of gold 
certificates in circulation on April 1, 1923, 
was $319,068,349 and on April 1, 1924, $687,- 
252,519, showing an increase of $368,184,170, 
while tle total amount of Federal reserve 
notes in circulation on April 1, 1923, was $2,- 
232,448,351, and on April 1, 1924, was $1,988,- 
584,552, showing a decrease of $243,864,799. 
Reserve deposits of number of banks in the 
reserve banks increased from $1,874,106,000 on 
May 29, 1923, to $1,936,074,000 on May 28, 
1924, 

The net result upon reserves of these 
changes, of which the decline of note circula- 
tion was the most important, was that the 
percentage of gold reserve to combined de- 
posit and note liabilities rose in the past year 
from 74 to 80.1. 


Significance of the Gold Movement 


The movement of gold is proof in itself that 
in our relations with the rest of the world the 
balance of current payments is running to the 
United States. The record of merchandise 
trade shows an excess of exports over imports 
of $692,860,593 in the ten months from July 1, 
1923, to April 1, 1924. Great Britain has made 
payments on her debt in the last twelve 
months aggregating $161,000,000. The other 
factors doubtless yield a balance against us, 
but not large enough to keep gold from com- 
ing. That this unbalanced situation, with gold 
flowing from where it is needed to where it 
is not needed, will continue indefinitely no- 
body believes, but it can be stopped only by 
a change in relative price levels, which will 
turn the merchandise balance against us or by 
greatly increased purchases of foreign securi- 
ties in the United States. The former is the 
more probable of the two possible develop- 
ments, but few people in this country are look- 
ing for a rise of prices here, although the 
credit situation is just what it always has 











been when a rise of prices was impending. 
Conservatism in business circles, the wide- 
spread feeling that the present price-level is 
too high for the safety of operations running 
into the future, is the dominating influence. 


The Volume of Bank Loans 


The total bill-holdings, or loans of the 
twelve Federal Reserve banks exclusive of 
United States obligations, on May 21, 1924, 
was $470,307,000, against $971,163,000 May 23, 
1923, a decrease in the year of about $500,000,- 
000. Reports of member banks in the same 
time show an increase of loans from $11,892,- 
098,000 to $11,980,000,000, or about $88,000,000, 
which is less than normal growth. Demand 
deposits of reporting member banks increased 
in the same period from $11,216,130,000 to 
$11,402,862,000. 

The reserve banks hold $117,682,000 more of 
United States Government securities than a 
year ago and the reporting member banks hold 
$93,000,000 more of United States bonds but 
$388,000,000 less of Treasury notes and certifi- 
cates, and $249,000,000 more of “other bonds, 
stocks and securities,” than a year ago. 

The Federal Reserve Bank of New York re- 
duced its discount rate from 4% per cent to 4 
per cent early in May and the Reserve Bank of 
Cleveland has followed in the past week. The 
other reserve banks as yet have made no 
change. 

The government of Sweden is making ar- 
rangements to resume free gold payments at 
an early day, and incidental to this policy has 
negotiated in New York within the last month 
a revolving bank credit of $35,000,000. 


The Foreign Exchanges 

The foreign exchanges have been fairly 
steady of late, excepting sterling and the franc. 
The former in its upward movement touched 
$4.40% on April 23, but has been declining 
since, and at the end of May was only frac- 
tionally above $4.30. The franc, which went 
as low as 3.44 cents under the bear movement 
last Winter, rose under the influence of the 
foreign credit to a high of 6.84 cents on April 
23, from which it gradually fell off to around 
5.5 and then declined more rapidly to 5.12% 
on May 31. June Ist it was under 5 cents, 
but soon recovered above that figure. The 
government seems to have let the market 
alone since routing the bears last March. 


Recommendations by Federal Reserve Advisory 
Council 

The Advisory Council of the Federal Re- 
serve Board, which is composed of eminent 
bankers representing different sections of the 
country, and whose functions are implied by 
the name, at a meeting in Washington last 
month expressed itself in a commendatory 
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manner upon the Dawes report, and in doing 
so endorsed the wish recently expressed by 
President Coolidge that American private capi- 
tal and initiative “give this plan its hearty sup- 
port as a demonstration of the Nation’s desire 
to do its full share in the economic rehabilita- 
tion of the Old World.” 

In this connection the Board referred to 
our heavy importations of gold and said: 

It is obvious that our credit power cannot continue 
to grow indefinitely without the danger of over-satu- 
ration. If the stream of gold that floods our shores 
is not stemmed in time it is to be feared that, ulti- 
mately, we will not be able to ward off its inflationary 
effects. And inflation would only aggravate the eco- 
nomic maladjustment already existing within our own 
boundaries; a maladjustment which not only disturbs 
and endangers our trade with other countries, but 
which makes our agricultural situation particularly 
difficult and distressing. 


From these statements, clearly expressive of 


its opinion that the banking power of the 


United States should be used in every practi- 
cable way to assist the financial reconstruction 
of Europe, the Board passed on to an utterance 
relative to the proposed central bank of Ger- 
many which has caused some rather extraordi- 
nary comments in Europe. 


The Dawes Plan for a German Bank of Issue 


The utterance referred to was upon the 
recommendations of the Dawes report as to 
the policy of gold payments. The plan for the 
Bank clearly contemplates placing the cur- 
rency on a gold basis, but finally in rather 
hesitating terms makes a reservation as to 
free and full gold payments. It first requires 
that the notes of the Bank shall be payable to 
bearer at the head office in Berlin on presen- 
tation, in German gold coin of the present 
legal weight and fineness at par, or in gold 
bars at their pure gold equivalent in German 
gold coin, or, at the option of the Bank, in 
foreign exchange, the last named method be- 
ing defined in the following paragraph: 

Demand drafts, payable in gold or in foreign cur- 
rencies at current market gold values, and drawn on 
funds located abroad in solvent banks to be speci- 
fied by the bank’s statutes, provided that the premia 
above the gold pars (or gold values, in the case of 
currencies not on a gold basis) charged by the bank 
for such drafts shall never exceed the amount neces- 
sary to cover shipping expenses, including interest 
for the time of transit, on gold bars shipped in 


substantial quantities from Berlin to the foreign 
financial center on which draft is drawn. 


The Report then proceeds to qualify the 
foregoing as follows: 


The committee is of opinion, however, that, at the 
inception of the bank, conditions will be unfavorable 
for the application of the above rule of convertibility; 
in this event, this rule may therefore be temporarily 
modified by the affirmative vote of every member of 
one of each of the following groups: 

1. The organization committee. 
2. The managing board. 
3. The general board. 

In case of such modification, the bank shall make 
all possible efforts and use all the means at its dis- 
posal in order to maintain the rate of exchange of 


the mark at as near gold parity as possible. Further- 
more, in case of modification of the above-mentioned 
rule of convertibility of notes, a return to converti- 
bility will be permanently established as soon as pos- 
sible, by a simple majority vote of the general board 
and of the managing board. 


There seems to be no room for doubt that 
the Committee intended to establish the gold 
standard in Germany, with the usual require- 
ments for maintaining it, but at the last minute 
qualified the terms to allow a degree of free- 
dom to the management in dealing with con- 
ditions in or surrounding Germany while in 
the present unsettled state. Even so, the in- 
tent to have the currency maintained if pos- 
sible at par with gold is quite clear. 

It is generally understood that the argument 
in behalf of the qualifying provision was that 
Germany should not be placed on a gold basis 
until the other important countries of Europe 
were ready to go on that basis, If, however, 
the currency of Germany is not to be main- 
tained at par with gold, to what standard shall 
it be attached? Although the Conuimittee re- 
port seems to contemplate that it shall follow 
gold, even if it must be at some distance, the 
assumption has been that if it did not follow 
gold it would follow sterling, inasmuch as the 
currencies of Europe have relations with each 
other mainly through sterling. 


Comments of the Federal Reserve Council 


The Advisory Council, discussing the desir- 
ability of reestablishing stable trade condit- 
ions, said: 


It is the question of whether the world is more 
likely to regain the blessings of economic stability 
under the sway of several fluctuating standards of 
exchange or by a general return, as speedy as cir- 
cumstances may permit, to definite relations of ex- 
eave to gold as the ultimate measure and regu- 
ator. 

The Dawes Report leads the world to the cross- 
roads in this regard, It provides for a German note- 
issuing bank on a gold basis, but leaves the door open 
to place it on a sterling basis, and it cannot be de- 
nied that there is no small probability of the latter 
basis being chosen. In the'opinion of the Council the 
sooner Germany can be placed on a gold or gold- 
exchange basis, the sooner can England, and other 
countries, also, return to an unrestricted gold stand- 
ard, while, if Germany were placed on a sterling 
basis, England—in returning to an unrestricted gold 
basis—would have to pull not only her own weight, 
but that of Germany also. It is obvious, therefore, 
that, if the new German bank is placed on the ster- 
lin,, exchange basis, the world must prepare itself to 
rem.in on a basis of exchange instability for a pro- 
longed period, the end of which cannot be foreseen, 
while the adoption of the gold (that is, the dollar) 
a would accelerate the return to world-wide sta- 
bility. 

It is this momentous alternative that is involved in 
the organization of the new German Note-Issuing 
Bank, and the Council deems it its duty to point to 
its importance with all the emphasis of which it is 
capable. It is not as an American problem that we 
are discussing this phase, but as one that touches 
the future of all the world. 


This expression of opinion carries its own 
argument and undoubtedly is supported by the 
judgment of American bankers generally. 
Leaving out the reference to the German Bank, 














the basic principle asserted is that the sooner 
the leading countries of Europe get back defi- 
nitely to the gold standard the better it will 
be for international trade and all business, an 
opinion which has been frequently expressed 
by leading financiers of London and other 
countries. 


The Dollar vs. the Pound Sterling 


Apparently the world is keyed up to constant 
expectancy of “war” of some kind, and news- 
paper writers were quick to see in the juxta- 
position of the “dollar standard” and the “ster- 
ling standard” a threatening conflict. It is true 
that there might be a temporary trade advan- 
tage to the country which for a time was alone 
in having a common monetary base with Ger- 
many, hence probably it is inevitable that there 
should be suggestions in Great Britain that 
the Americans want Germany to have the 
“dollar standard” for that reason, and sugges- 
tions in the United States that the British 
want the “sterling standard” for that reason. 
The important consideration, however, is the 
one presented by the Advisory Council, to wit: 
which policy will be most helpful in getting 
the whole world back to a single standard? 
The mention of the “dollar standard” was 
purely incidental to the elucidation of its views 
in this country; the argument is not for the 
monetary standard of this country as such, but 
for the gold standard as the standard to which 
all Europe is desiring to return at the earliest 
possible day. The bankers of London un- 
doubtedly want to get back to free gold pay- 
ments as soon as possible and the question 
raised is whether London will not be better 
able to act with Germany already on a gold 
basis. 

The London “Times” of May 19, on its edi- 
torial page says: 

If England cannot restore the gold standard at 
once the presumption is that impoverished Germany 
cannot restore it. The pound sterling is still the in- 
ternational currency of the world, and it is suffi- 
ciently near to its pre-war parity with gold to make 
its restoraton practicable without any great disturb- 
ance. But, as the Conference at Genoa pointed out, 
it is desirable that the old gold standard countries 
should cooperate in securing its re-establishment. Ac- 
cordingly they suggested that a conference of central 
banks should be arranged at a convenient moment. 
That moment may arrive after the settlement of the 
reparation question, but not before. It would cer- 
tainly be unwise for any one nation, especially an 
impoverished nation, in Europe to make a premature 


return to the gold standard and find afterwards that 
it was compelled to abandon it. 


On the other hand the financial page of the 
“Times,” commenting independently upon the 
Advisory Council’s opinion, says: 


If it were decided to put the new German currency 
on a gold exchange basis—and there would be no 
more difficulty about doing this than in placing it on 
a sterling basis, since devaluation is inevitable—it 
is probably true that it would tend to hasten rather 
than to delay our return to a free gold market, be- 
cause London must retain her position as the mone- 
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tary centre of the world. The suggestion recently 
made by leading British bankers that the time is ap- 
proaching for amalgamating the Bank of England 
issue with the Currency Note issue shows that in 
the opinion of at least some authorities the restora- 
tion of the gold standard is nearer than many have 
believed. 

The theory, that if there is room for doubt 
about the ability of London to maintain gold 
payments there certainly is room for doubt 
about the ability of Germany to do so, does 
not present the case. Germany is starting 
a new system, and may as well start with its 
currency representing gold values as anything 
else, thus obviating the necessity for value ad- 
justments later. If the plan of the Dawes 
Committee is carried out there is no reason 
to doubt that Germany will maintain gold pay- 
ments. London’s chief problem is raising the 
value of her outstanding currency to the gold 
level. That she can maintain gold payments 
after the restoration is effected and the neces- 
sary value adjustments are made is scarcely a 
matter of doubt. Moreover, if it is permissible 
to assume, as most bankers apparently do, that 
the fluctuations in the relations between ster- 
ling and gold in the past year, and in recent 
weeks, have been chiefly on the side of ster- 
ling, it would seem that the earlier sterling is 
placed on a gold basis the better it will be for 
British industry and trade. 

However that may be, the immediate matter 
in hand is the establishment of a new mone- 
tary system for Germany, and we have seen 
no argument from the standpoint of Germany 
in favor of establishing a tentative standard. 
If Great Britain did not have the ambition of 
restoring her currency to the old mint stand- 
ard, and the problem of readjustment values 
thereto, is there any question that she would 
promptly resume gold payments? And why 
should these difficult problems be deliberately 
wished upon Germany when she does not need 
to have them? 


The Revenue Bill 


The new revenue bill, the outcome of the de- 
liberations of the Congress since last De- 
cember, has been signed by the President. 
Early reports to the effect that the re- 
duction of revenues under it, together with 
the appropriation for the soldiers’ bonus, 
would create a large deficit, have not 
been sustained by the estimates of the 
Treasury. These estimates are that revenues 
will be reduced about $390,000,000, whereas 
Secretary Mellon’s plan submitted last Novem- 
ber contemplated an aggregate reduction of 
$323,000,000, but revenues have been increas- 
ing and it is now calculated that in the fiscal 
year beginning July 1st next they will meet ex- 
penditures as budgeted last December, plus the 
requirements of the bonus act. There is still 
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danger of a deficit, however, from appropria- 
tions not allowed for in the budget but which 
are being urged for passage in the closing days 
of the session. 


The Mellon Plan 


The measure fails to respond to Secretary 
Mellon’s argument in behalf of a maximum 
surtax of 25 per cent, for which he contended 
on the ground that higher rates divert large 
incomes into tax-exempt securities to such an 
extent that the revenues are diminished in- 
stead of increased. The highest taxation under 
this bill consists of a 6 per cent normal tax 
plus a 40 per cent surtax, which compares with 
an 8 per cent normal tax and 50 per cent sur- 
tax under the present law. The high incomes 
have been given a reduction, but with a tax- 
rate of 46 per cent for federal purposes, and 
the tax-paver still subject to state and local 
levies, obviously the advantage of tax-exempt 
securities to the possessors of large incomes is 
still very pronounced. The Secretary’s effort 
to bring the large incomes more generally 
within the scope of taxation has been defeated. 

The normal taxes are but slightly different 
from in the Mellon plan, and the surtaxes be- 
gin above $10,000 as in the Mellon plan. The 
telegraph and telephone taxes and taxes on 
soft drinks are repealed as in the Mellon plan, 
and the other remissions are generally about 
as proposed in the Mellon plan, but a tax of 
10 per cent is retained upon admissions where 
the charge is over 50 cents. The remission of 
25 per cent proposed by Secretary Mellon upon 
earned incomes is restricted to incomes of not 
over $10,000. 

The most important new provisions, addi- 
tional to the law and to the Mellon plan, are 
those increasing the taxation upon estates and 
establishing taxation upon gifts by a system of 
levies corresponding to the estate taxes. The 
rates upon estates are increased as to all tax- 
able assets above $100,000, and the maximum 
of 25 per cent at $10,000,000 is raised to 40 
per cent. This increase in estate taxes serious- 
ly incroaches upon a field of taxation that ap- 
propriately belongs to the estates. 


General Policy 


The policy of the measure throughout is to 
make the taxes relatively heavier even than 
heretofore upon the larger incomes and estates, 
or in other words to increase the leveling ef- 
fect. The spokesman. for the conference report 
in the House said that the policy, properly, 
was to make greater reductions upon the 
smaller incomes than upon the larger. If this 
simply meant that taxation should be propor- 
tionately heavier upon large incomes than 
small, few would object, but when under the 
stress of war conditions taxes have been made 


disproportionately heavy upon the few, it does 
not follow as either wise or just policy that 
in the process of reducing the amount to be 
collected the disproportion should be still 
further increased. 


Corporation Earnings 


The provision for the taxation of the surplus 
earnings of corporations after dividends, for 
the purpose of forcing larger distributions to 
stockholders and thereby increasing the re- 
ceipts from the income taxes, went out in con- 
ference, and all proposals to increase corpora- 
tion taxes were defeated. 

The soundness of the argument against forc- 
ing corporations to distribute earnings to 
stockholders should be more generally under- 
stood than seems to be the case. A corporation 
is an agency created for the purpose of carry- 
ing on business of some kind serviceable to 
the public. It uses capital in no other way. 
Its operations are always productive, or at 
least intended to be. On the other hand, when 
a distribution is made by a corporation to its 
stockholders, the resources of the corporation 
are necessarily reduced and the stockholders 
may use the funds for unproductive purposes. 
Tt is only as corporation earnings are distrib- 
uted that they can be consumed by the in- 
dividual owners. The public interest is served 
by having the earnings kept and reinvested by 
the corporation for the enlargement of its 
operations. 

An interesting feature of this bill is a pro- 
vision exempting large incomes derived from 
estates and of which 90 per cent are devoted 
to benevolent purposes. This recognizes the 
principle that public purposes are not served 
by taxing funds already devoted to public pur- 
poses, and this is true of capital devoted to 
industry and all legitimate business in serv- 
ing common needs. While it is not practicable 
to relieve business wholly from taxation, the 
general interest requires that taxation shall not 
be made needlessly oppressive to business but 
that capital destined for productive purposes 
shall be considerately treated. The tendency 
in recent taxation is to seize upon capital des- 
tined for productive uses and place it in the 
same class with incomes which are largely set 
free for consumption. The defeat of the pro- 
posal to tax corporation surplus is an exception 
to this tendency and to the general policy of 
this bill. 


This Year’s Reduction 


In one respect the tax-payers have not been 
disappointed. The hoped for reduction of 25 
per cent. in taxes on all incomes accrued in 
1923 and payable in 1924 is a reality. Those 
who have already paid in full will get a re- 
fund of 25 per cent., while those who made 
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the first quarterly payment may deduct 50 per 
cent. from the June payment and 25 per cent. 
from the September and December payments. 


The Bonus Act 


The soldiers’ bonus bill was vetoed by the 
President and passed over the veto. In its 
final form the “adjusted compensation” is an 
endowment insurance policy, maturing in 20 
years, for the amount that the adjusted service 
credit increased by 25 per cent would purchase 
‘if applied to that purpose as a single net 
premium, calculated in accordance with ac- 
cepted actugrial principles and based upon the 
American Experience Table of Mortality and 
interest at 4 per cent per annum, compounded 
annually.” The policy is payable at the death 
of the insured to the beneficiary he may name, 
or to himself if living at the end of the 20 
year period, but he may borrow upon it after 
it has been in force two years. The amount 
of the policy will vary with the age of the 
insured and the length of his service, and it is 
estimated that the average policy will have a 
value of $962. 

To the recipients who value the insurance 
as a protection to dependents, or the endow- 
ment feature as a savings fund set up against 
their own needs later in life, this outcome of 
the bonus proposition may be quite satisfac- 





tory. It is a settlement of a provident char- 
acter and at the same time one that makes a 
comparatively light demand upon the Treasury 
in the near future, which of course was the 


reason for its adoption. The cost in the first 
year is estimated at about $130,000,000, and 
for the 20 years was stated by the President 
in his veto message at about $114,000,000, not 
including the cost of administration. 


Financial Effects 


The fact that the sum of immediate cash 
payments is small will prevent the disturbance 
to the money market and business that was 
apprehended from a large bond issue and ac- 
companying cash disbursements. Surprise has 
been expressed in some quarters over the 
strength of government bonds since the pas- 
sage of the bill, but this is only what was to 
be expected from the character of the measure. 
If the bill had provided for the immediate sale 
of several billions of bonds the bond market 
would have been demoralized by the prospect 
of such an offering, and this possibility has 
been hanging over the market ever since the 
bonus proposition developed strength. Now it 
has been relieved of this menace, and under 
the terms of this act the Treasury will be a 
regular buyer of government bonds for this 
fund in the public market over the next 20 
years, Thus instead of being a menace to the 


91 


bond market this act will supply additional 
support during the period of accumulation. 

The danger of disturbance will come, as the 
President pointed out in his veto message, 
when the endowment period expires and the 
Treasury is obliged to pay cash upon all poli- 
cies then outstanding. It will hold United 
States bonds in a sum equal to the required 
disbursement, but will have to sell these bonds 
back to the public in order to raise the money. 
The period of accumulation is twenty years 
and the period of disbursement one and one- 
half years, the bill providing that payments 
shall be in ten quarterly installments. The 
number of policies outstanding will be dimin- 
ished in the meantime by death, and the ab- 
sorptive capacity of the public market natur- 
ally will be considerably greater at that time 
than it is now. The effects of a great bond flo- 
tation, therefore, probably will not be as seri- 
ous at that time as they would be now. The 
greater part of the existing national debt will 
have been paid off by that time by the opera- 
tions of the sinking fund, which of course will 
be favorable to the required issue. In this ° 
connection it may be added that in view of 
all the demands for federal government bonds 
in prospect there is reason to doubt that the 
Adjusted Service Certificate Fund which the 
act creates will be able to realize 4 per cent 
interest on its investment in United States ob- 
ligations as contemplated. 


Inflation Avoided 


The sale of bonds for the complete payment 
of the bonus at once would have required an 
extensive use of bank credit, which in turn 
would have swollen bank deposits and together 
with the rapid disbursement of the sum would 
have produced an undesirable inflation of both 
credits and prices. There were people of 
course who thought that this would mean pros- 
perity, but experience teaches that a rapid ex- 
pansion of dmands resulting from heavy bor- 
rowing is a temporary and fictitious prosperity, 
always attended by disastrous consequences. 
The war borrowings furnished sufficient proof 
of this, but proof counts for little in matters of 
this kind ; there are plenty of people still insist- 
ing that deflation and not inflation has been 
responsible for the troubles in which they have 
found themselves floundering in the last four 
years, 

The Minimum of Disturbance 


If a bonus was to be paid it has been ar- 
ranged for in the manner that will occasion the 
minimum of disturbance and probably yield 
the maximum of benefit to the soldiers. So 
much the opposition has accomplished. The 
cost is no small sum, but there never has been 
any question about the ability of the Ameri- 
can people to pay it, provided it was spread 
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fairly over the entire population; in fact, the 
average annual sum now required is scarcely 
more than the sales and admission taxes that 
have been repealed, which though called 
“nuisance taxes” certainly were not oppres- 
sive. The danger from the bonus has been in 
the determination to have it paid by a few and 
in a manner which by disturbing the financial 
conditions would make the indirect cost far 
greater than the direct. 

The speeches of the advocates of the meas- 
ure have dwelt at such length upon the profi- 
teering done at home while the boys were at 
the front that it might have been supposed 
that the bonus was to be somehow levied upon 
the profiteers, but the cost will fall in the main 
upon the productive capital of the country— 
the capital from which wages are paid and 
upon which the community depends for daily 
employment and continued industrial progress. 
Under the circumstances there is ground for 
congratulation that the outcome is not more 
serious. 

Industrial Conscription 


Much has been said in the course of the 
discussion over the bonus of the injustice of 
conscripting men and not capital, and it is a 
prevalent theory just now that in future wars 
the government will conscript both men and 
money for industry as well as military service. 
Logically and theoretically no fault can be 
found with this proposal, but there is more to 
be said about it than is commonly said. In war 
time the controlling necessity is that of em- 
ploying the industrial and military capacities 
of the nation to the utmost. The right to call 
upon its citizens for military service always 
has been recognized, for it might be necessary 
to the preservation of the national existence. 
A people who were so fond of individual lib- 
erty that they would not exercise the author- 
ity of conscription might find their liberties at 
the mercy of another nation which did exercise 
it. Of course the authority should be exer- 
cised strictly without favor, over rich and 
poor alike, as it was in the late war. It is 
based upon the duty which every citizen owes 
to his country for the protection it guarantees 
to him. 

The most serious objection to the bonus was 
that the arguments for it minimized this fun- 
damental obligation and tended to weaken the 
general sense of it. The ex-soldiers were told 
that they had fought for others, without being 
reminded that others in the past had fought to 
preserve their birthright and that the obliga- 
tion would rest upon others after them; in 
short, that it is an obligation resting upon 
arr citizen during a certain period of his 
- life. 

There is a reason why this authority of con- 
scription has not been generally exercised in 


the manner now advocated, to include con- 
trol and direction over all persons and prop- 
erty, in other words to establish a theoretical 
state of socialism under despotic management. 
It is simply that there is danger of govern- 
mental authority and management breaking 
down if extended so far. Military authority 
and discipline is despotic and concededly must 
be. Public opinion supports it as necessary 
to the efficiency of an army, but it would be 
very difficult for the Government to attempt 
to draft every workman, fix his pay and estab- 
lish military discipline over all the industries 
of the country. It might seize property, and 
did do so wherever thought advisable during 
the late war. But that it could get the high- 
est industrial results by commandeering men 
and property is a practical consideration 
which probably does not enter the minds of 
most of the persons who are just now discuss- 
ing the subject. The fact is that outside the 
field where military discipline is practicable, 
and under conditions where millions of in- 
dividuals are to be stimulated to unusual ef- 
forts, financial rewards have been found to be 
the most effective means of obtaining results. 
Men drive more rivets where they drive by the 
piece than under any other system, in war 
time as at other times, and that in brief is why 
conscription is not extended to industry. 


The Sugar Situation 


The sugar market this year has again dem- 
onstrated that it is highly sensitive to numer- 
ous conditions themselves so uncertain that 
even the oldest people in the trade cannot keep 
track of them. Last year’s market was il- 
luminated by spontaneous fireworks, including 
a boycott, a street parade, and government 
suit, and, after spectacular ups and downs, 
ended its troubled course with scarcely enough 
sugar in first hands to sweeten a good-sized 
tea party. 

The lowest price for Cuban raws, duty paid, 
in New York in 1923, was 5.02 cents per 
pound, on January 18, before the excitement 
began. The highest price in 1923 was 8.41, 
on April 27. In 1924 the lowest price to date 
on this basis has been 5.46, on May 14, and 
the highest price, 7.41, on February 13. 

The decline has been due to the increasing 
estimates of the Cuban crop as grinding has 
progressed. The Cuban crop is the principal 
factor in United States supply. The final fig- 
ures on last year’s crop were 3,603,000 tons. 
The early estimates on this season’s crop 
ranged from 3,750,000 to 3,813,000 tons. The 
latest figures by Himely are 4,050,000 tons, 
indicating the largest crop ever grown on 
the island. The increase over the early esti- 
mates has been due to a higher yield of sugar 
from the cane, The effect of the steady gains 

















in output as reported has been to strengthen 
the inclination to buy lightly which has been 
manifest this Spring in all lines of trade. 


Sources of Domestic Supply 


The price of granulated sugar in New York 
at wholesale May 3lst was 6.70 cents per 
pound, and at that figure New York is the 
lowest sugar market in the world. The price 
situation is such as to deter any full-duty 
sugars from coming to this country, so that 
calculations for the remainder of this year 
may be limited to home production, receipts 
from our island possessions and the Cuban 
supplies. 

The raw sugar production thus counted 
available for our domestic supply of refined is 
obtained as follows, the figures, excepting 
Cuba, being from Willett & Gray or “Facts 
About Sugar”: 























Long Tons 

VII * hardin cckcts cased sackadsctedecejedbobedaess onctialevtictethced 100,000 
Hawaii 545,000 
Virgin Isiands ...... 2,000 
Porto Rico 319,000 
Philippines .......... 285,000 
Cuba *3,900,000 
Total 5,151,000 





* 150,000 tons of raws required to supply Cuban 
consumption. 


This is equivalent to 4,791,000 tons of re- 
fined sugar. It is estimated that 400,000 tons 
of 1923 beet sugar were brought over into 1924 
and that of the 1924 crop 400,000 tons will 
be distributed for consumption in this year; 
making the total of beet sugar for consump- 
tion in 1924, 800,000 tons. Louisiana produces 
50,000 tons of refined in addition to the 100,000 
tons of raws counted above. The total of the 
foregoing figures for refined is 5,641,000 long 
tons. This is the total sugar available in the 
sources from which the United States draws 
its supplies. 


Exports to Other Countries 


The exports of Cuban raws to date this year 
to other countries than the United States 
are given by the Federal Reporter as equiva- 
lent to 387,000 tons of refined, and exports of 
refined from the United States are given by 
the same authority as 73,000 tons, making total 
to date, 460,000 tons. 

Generally accepted estimates of the trade 
place exports from Cuba and the United States 
in the remainder of the year at the equivalent 
of 175,000 tons refined. 

The grand total of exports to other countries 
as calculated above is 635,000 tons, which when 
deducted from the available supply, 5,641,000 
tons, leaves 5,006,000 for consumption in the 
United States. The consumption of this coun- 
try in 1922 was officially estimated at 5,092,000 
tons and in 1923 at 4,780,000 tons, or an aver- 
age for the two years of 4,936,000 tons. De- 
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ducting this average from 5,006,000 leaves 
70,000 tons, a very small margin of supply 
when distribution throughout the trade is con- 
sidered. 

Last year 160,000 tons of full-duty sugar was 
imported, but in view of the low price in this 
country and scant supplies in South America 
none are looked for this year. The crops in 
Brazil and Peru are light, and sugar’is mov- 
ing to South America. 

The low price is favorable to enlarged con- 
sumption everywhere. Java sugars sold for- 
ward in London are being repurchased for sale 
in Asia, indicating that these sugars will not 
be a factor in the London market during the 
remainder of the year. 


Elements of Uncertainty 


There remain as elements about which more 
or less uncertainty exists, the question of exist- 
ing stocks in the hands of refiners and dealers 
and the question of probable consumption as 
compared with the average over the last two 
years. 

Refiners’ stocks were very low at the begin- 
ning of the year. Their stocks of raw are about 
normal at this time, and of refined probably 
somewhat above normal. Wholesale and retail 
stocks are believed to be light and increased 
sales of small packages indicate that consum- 
ers have only day to day supplies. Consump- 
tion depends in considerable degree upon the 
preserving season, which last year was un- 
favorable. This year the outlook for fruit is 
good and with cheap sugar the pantry shelves 
are likely to be replenished. 

The available supplies of sugar are now 
quite definitely known. The consumption of 
past years is known. The chief element of 
uncertainty is consumption, which fluctuates 
from year to year, but on the average shows 
large increases, 

The big cut in the tariff on sugar which has 
been just made in Great Britain, from 25s. 
8d. ($6.16) per hundred pounds to Ils. 8d. 
($2.8) doubtless will increase consumption in 
that country. 


The Bond Market 


The bond market is showing the influence 
of cheap money. The announcement of a 4 
per cent re-discount rate by the Reserve Bank 
of New York created a noticeable stir in in- 
vestment securities, being accepted as evi- 
dence that low interest rates probably would 
rule through the Summer at least. Prices 
were strengthened in all grades, particularly 
United States governments, municipals and 
high grade corporate issues. Later in the 
month the passage of the bonus bill over the 
President’s veto checked the tendency of the 
market, but this effect was temporary, the 
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character of this bill being such as to create a 
new demand for governments instead of a new 
supply of such bonds. Moreover, the new rev- 
enue bill, although a disappointment in respect 
to relief afforded in the high income sched- 
ules, does not forecast a diminishing demand 
for tax-exempt securities. 

The dominating factor clearly is the ex- 
treme ease in the money market, which is 
prompting purchases by banks and other insti- 
tutions. During the first part of the month, 
banks were endeavoring to confine their buy- 
ing to short-term securities, but the diffi- 
culty of obtaining short-term investments at 
satisfactory rates has led them to longer term 
issues, which they are now apparently buying 
freely. 

Probably the most interesting feature of the 
investment market recently has been the pub- 
lic offering in this country of the $40,000,000 
Kingdom of Netherlands, Holland, Thirty- 
Year 6 per cent Sinking Fund External Gold 
Bonds at 98'%4, to yield over 6.10 per cent. 
This is the first external loan in the history of 
the Kingdom of Netherlands, and there is a 
touch of romance in the fact that she has 
come to New York, where the first Dutch set- 
tlement in the New World was made over 
three centuries ago, for her first external loan. 


The market has been greatly stimulated by 
the reception of the New York Central offer- 
ing of $25,000,000 Equipment Trusts, the of- 
fering price on which was a basis to yield 
only 5 per cent. The manner in which these 
were snapped up indicated that the price was 
by no means too high. In fact, the issue ap- 
parently could have been placed on a 4.90 per 
cent basis, because disappointed subscribers 
immediately bid a premium for the certificates 
in the open market, where they changed hands 
on a when-issued basis. In view of the fact 
that the 5 per cent basis establishes a new 
high record price at which equipment trusts 
have been offered this year, it would seem 
likely that new issues of all classes will be 
readily marketable at substantially higher 
prices than have ruled recently. 

The Baltimore & Ohio Railroad Company 
has several outstanding bond issues, secured 
upon various parts of its system maturing dur- 
ing the coming year, the greater part on July 
1, 1925. The aggregate is about $131,000,000. 
As the original issues were made at a time 
when interest rates were low and bear only 
31% and 4 per cent, it is inevitable that fixed 
charges will be increased by several millions 
of dollars annually. The first step in the re- 
funding operations was taken in the past 
month by the sale of $35,000,000 refunding and 
general 6s of 1995, sold at par, of which it is 
estimated $20,000,000 will be available to apply 
on the maturities. 





During the month the market in United 
States Government securities was very active 
and strong. Treasury 4% per cent bonds, op- 
tional 1947, due 1952, sold at a new high level 
of 102 11/16 and interest, while the Liberty 
Third 4%4s due 1928, also sold at a new high 
of 1014 and interest. With the British gov- 
ernment ready to buy them whenever they are 
obtainable below par, the operations of the 
permanent sinking fund, and now the addi- 
tional demand for the soldiers’ endowment in- 
surance fund, the outlook for governments 
certainly is only good. 

Combined average prices of forty bonds re- 
ported by Dow, Jones & Company for May 23, 
1924, compared with a year ago, are: 1924, 
88.88; 1923, 87.25. 


Trading in Futures 





Trading in “futures,” i. e., for the future de- 
livery of grain, sugar, cotton or other com- 
modities on the public exchanges is a never- 
ending subject of controversy. It has been in- 
vestigated over and over again, but the find- 
ings never settle anything, for most people 
believe about such matters what they like to 
believe, regardless of the results of investi- 
gations. 


The following resolution was adopted by the 
United States Senate on January 8, 1924, upon 
motion of the author, Senator Ladd, of North 
Dakota: 


Whereas, since the Grain Futures Act was declared 
constitutional by the United States Supreme Court, 
on April 16, 1928, members of the Chicago Board of 
Trade and other grain exchanges, with few excep- 
tions, by means of their daily market reports and 
published opinions in the daily papers, and also mar- 
ket press reports written in Chicago and given wide 
publicity, together with syndicated articles which 
there is reason to believe had their inspiration in the 
board of trade, have systematically opposed the price 
of wheat, or, in trade terms, tried to “bear the mar- 
ket”; and because of this condition, there is reason 
to believe that the market was, except during brief 
intervals depressed by short selling by professional 
traders or speculators, and that the price has been 
depressed and held materially below a level war- 
ranted by legitimate supply and demand conditions; 
and, furthermore, because no information has been 
published by the Department of Agriculture regard- 
ing the activities of such speculators: Therefore, 
be it 

RESOLVED, That the Secretary of Agriculture be 
directed to take steps at once to determine, through 
the Grain Futures Administration, the position on 
the market taken by the well-known professional 
speculators and the members of the large “futures” 
commission houses of the board of trade, and prompt- 
ly publish the findings, without opinions by the in- 
vestigators as to the effect which the trading by said 
professional may have had. 


The grain markets are now under constant 
supervision by the Department of Agriculture, 
under the provisions of the Grain Futures Act 
of 1922, and the bureau in charge of this 
administration has made a report in re- 
sponse to this resolution, which anyone may 
obtain a copy of on application to the De- 
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partment. It is safe to say it never will be 
heard from otherwise, for there is nothing to 
sustain the implications of the resolution. It 
contains, however, much information tending 
to show that the Chicago grain market, where 
$5 per cent of the trading in grain futures is 
done, is a free and natural market. 


Concerning the large operations the report 
says: 


Thirty of the “clearing members” of the Chicago 
Board of Trade, representing 23 per cent of the 
“clearing members’ ’in business at the end of the 
year, handled during 1923 over 60 per cent of all the 
transactions in wheat futures and represented on the 
average over 75 per cent of the open interests. These 
30 “clearing members” include all the large grain fu- 
tures commission houses. 

The “net position” of these firms, in relation to one 
another and to other members of the clearing house 
—that is, their “street’’ position—has been ascer- 
tained for the beginning of each month of the year. 
The number of these firms whose net position was 
“long” and the number whose net position was 
“short”, in wheat futures, at the beginning of each 
month of the year 1923, are exhibited in the following 
table: 



































Number Number 

Month “Long” “Short” 
January 16 12 
February 14 14 
TIIOED: inne Bceansicecincccsstaiedsvntasendeeiooeh aieranas 14 14 
April 13 16 
May 16 13 
June 17 12 
July 16 13 
August 15 14 
September 18 11 
October ...... 18 12 
Noveniber tie: Le 14 
December 14 16 





The foregoing table indicates that the number of 
firms “long” and the number “short” were as a rule 
nearly equal, but that there were usually a few more 
of these firms in the “long” position than in the 
“short.” 

A convass of all the “clearing members” of the 
Chicago Board of Trade disclosed the fact that in 
these 30 houses were to be found all the accounts 
in wheat futures belonging to the half-million class, 
as defined earlier in this report, and that there were 
150 such accounts. In other words, these 30 firms 
were the only ones belonging to the clearing house 
which had one or more accounts in wheat futures, 
of any character whatsoever, which at any time dur- 
ing the year 1923 had been net “long” or net “short” 
in the Chicago market as much as 500,000 bushels of 
wheat. These 150 accounts include all the accounts 
of this size upon the books of the “clearing mem- 
bers” of the Chicago Board of Trade during the year 
1923—as nearly as the numbr can be ascertained 
without a lengthy and detailed audit of all the rec- 
ords involved. This information is based upon re- 
ports made, subject to penalty for false statements, 
by firms which have for over six months been mak- 
ing daily reports to the Grain Futures Administra- 
tion, during which time the accuracy and credibility 
of different firms have been tested. These reports 
have been checked against information in the pos- 
session of the Grain Futures Administration regard- 
ing these same firms and the majority of these same 
accounts, and verified in doubtful cases by special 
inquiry and investigation, 


The report then proceeds to analyze the 150 
accounts referred to above, not all of which 
are speculative, and separates from the rest 13 
speculative accounts, including every one as 
was at any time during the year “long” or 
“short” as much as 1,000,000 bushels. These 
presumably include the arch manipulators. 
Their operations are described as follows: 


1st. No one of these 13 accounts was ever net 
“long” or net “short” as much as 3,150,000 bushels; 
no two of them combined were ever net “long” or 
net “short” as much as 5,025,000 bushels; and no 
three of them combined were over net “long” or net 
“short” as much as 6,125,000. The largest combined 
net position for any group of three of these accounts 
for any time during the year was 6,115,000 “short” 
on March 15, 1923. 

2nd. Three of these 13 accounts reached their 
maximum on the “long” side and 10 on the “short” 
side. Of the three which reached their maximum on 
the “long” side, one did so in February, one in April, 
and one in November. Of the 10 which reached their 
maximum on the “short” side, two did so in January, 
two in March, two in May, one in June, one in July, 
one in August and one in December. 

8rd. The combined net position of these 13 ac- 
counts in the million class was always “short” except 
on April 10, October 6-8, and for about two weeks 
around the first of December. On April 10 it was 
105,000 bushels “long,” in October it was for one day 
500,000 bushels “long”, and in early December it was 
for three days about 900,000 bushels “long.” Their 
combined net position when on the “short” side 
reached its maximum on May 29 when it was 8,175,- 
000 bushels “short”. It exceeded eight million bushels 
only on one other date, January 30, when it was 
8,010,000 “short”. On both of these dates the aggre- 
gate of all accounts, both large and small, on the 
books of all “clearing members” of the Chicago 
Board of Trade, as hereinbefore explained, and count- 
ing either the aggregate of all “long” or the aggre- 
gate of all “short” accounts, amounted to not less 
than 90,000,000 bushels. 


That is to say, the net position of the 13 
largest operators never equalled 10 per cent 
of the aggregate of either “long” or “short” 
accounts at Chicago. It is wholly unreason- 
able to suppose that their operations were 
having any great effect upon world markets. 

The report draws no conclusions, the reso- 
lution having provided that the investigators 
should express no opinions, but the last para- 
graph suggestively says that attention is 
called to “the fact that much information 
regarding the wheat situation in 1923, though 
not coming within the scope of this report, 
has a very direct bearing upon the significance 
of the report.” 

This suggestion possibly refers to the fact 
that during most of this crop year the price 
of wheat in Chicago has been above the parity 
with world markets. This would be enough 
to satisfy most inquirers that speculators were 
not bearing wheat in Chicago. 
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